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status as bondholders. If and when the stock becomes sufficiently attractive
to them, they exchange their bonds for stock under the conditions stipulated
in the bond indenture. Since such people are more numerous in periods of
prosperity, when their optimistic tendencies have a better opportunity to
function, it is to be expected that most convertible issues are offered for
sale in such periods.

The extent of the use of convertible bonds is indicated by Knight's
study1 of more than $60,000,000,000 of corporate bonds and notes reported
in the financial press for the years 1909-1937, Of this total, 12.44 per cent
were convertible. The proportions varied during this period from 4.54 per
cent in 1924 to 37.94 per cent in 1929. The percentage distribution of 993
convertible-bond issues, by type of industry and by kind of bond, is shown
in the following table:

Type of industry
	First mortgage
	Junior mortgage
	Collateral trust
	Debenture
	Total

Industrial ........
	37.0
	2.9
	5.3
	54.8
	100.0

Public utility ..... Railroad
	14.5 8.5
	7.0 18.7
	15.5 20.3
	63.0 52.5
	100.0 100.0

Financial ........
	12.2
	7.3
	15.8
	64.7
	100.0

Total
	26.8
	5.4
	10.0
	57.8
	100 0


	
	
	
	
	

While convertible bonds appeal particularly to so-called "speculative
investors," they are bought also by "investors" interested primarily in the
income return on what they hope to be safe places in which they put their
funds. To the extent that convertible bonds appeal to the investor class
as sound investments, the members of this class will buy them without much
reference to the conversion rights attached to them. In like manner, even
those classed as "speculators" may buy convertible bonds primarily from
the point of view of their chances of appreciation in price. At least enough
of the investor and speculator classes bid for convertible bonds to broaden
their market. And of course it is understood that these so-called classes
of security buyers are not fixed in character. A speculator today may
become more conservative in his future commitments; and an investor may
occasionally wish to take a chance on a more speculative security.
Convertible bonds serve other uses also. Indeed, among the early uses
in American experience were the fascinating experiences of Drew and Gould
in maintaining control over their railroad empires by the purchase of
convertible bonds whenever their control was threatened. Since the bonds
could be converted into stock, at the discretion of their holders, outsiders had
1 Knight, Earl L.: "Convertible Securities," pp. 118 and 149, unpublished PhD.
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